REPORT OF THE AUDITOR-GENERAL TO THE NORTHERN CAPE LEGISLATURE AND 

THE COUNCIL ON THE SIYANCUMA LOCAL MUNICIPALITY 

REPORT ON THE FINANCIAL STATEMENTS 

Introduction 

1 . I have audited the accompanying financial statements of the Siyancuma Local Municipality, 
which comprise the statement of financial position as at 30 June 201 1 , the statement of 
financial performance, statement of changes in net assets and cash flow statement for the 
year then ended, a summary of significant accounting policies and other explanatory 
information, as set out on pages XXX to XXX. 

Accounting officer’s responsibility for the financial statements 

2. The accounting officer is responsible for the preparation and fair presentation of the 
financial statements in accordance with South African Standards of Generally Recognised 
Accounting Practice (SA Standards of GRAP) and the requirements of the Municipal 
Finance Management Act of South Africa, 2003 (Act No. 56 of 2003) (MFMA) and the 
Division of Revenue Act of South Africa, 2010 (Act No. 1 of 2010, as amended) (DoRA), 
and for such internal control as management determines necessary to enable the 
preparation of financial statements that are free from material misstatement, whether due to 
fraud or error. 

Auditor-General’s responsibility 

3. As required by section 188 of the Constitution of South Africa, 1996 (Act No. 108 of 1996), 
and section 4 of the Public Audit Act of South Africa, 2004 (Act No. 25 of 2004) (PAA), my 
responsibility is to express an opinion on the financial statements based on conducting the 
audit in accordance with the International Standards on Auditing and General notice 1111 
of 2010 issued in Government Gazette 33672 of 15 December 2010. Because of the 
matters described in the basis for disclaimer of opinion paragraphs, I was unable to obtain 
sufficient appropriate audit evidence to provide a basis for an audit opinion. 

Basis for disclaimer of opinion 

Property, Plant and Equipment 

4. The valuation of property .plant and equipment disclosed as R278 066 385 (2010: 

R270 441 295) in note 1 1 to the financial statements could not be confirmed, due to the 
following: 

» The prior year restated amounts could not be supported with appropriate supporting 
documentation, and opening balances for the years. 2009/2010, and 2008/2009 could 
not be relied upon. 

» The rate-able valuation reconciliation is not performed and the valuation roll is outdated 
resulting in the land disclosed being inappropriately valued. 

The entity's records did not permit the use of alternative procedures. 

Irregular expenditure 

5. The completeness of irregular expenditure disclosed as R4 320 707 (2010: R1 874 681) in 
note 40.3 to the financial statements could not be confirmed as a system was not in place 
for the detection and complete disclosure of irregular expenditure. There were no 
satisfactory alternative audit procedures that I could perform. In the prior year undetected 
irregular expenditure amounting to R1 569 428 was identified during the audit. The 



following matters were noted in the current year: 

® Irregular expenditure was understated by R692 699 in respect of contraventions of the 
supply chain management (SCM) regulations. Goods and services were procured 
without obtaining written or verbal quotations from at least three different prospective 
providers, as per the requirements of SCM regulation 17(a) and (c). 

® The municipality incurred an amount of R495 231 as a result of month-to-month 

contracts entered into after the expiry of the original contracts, without going on tender. 
This expenditure was not disclosed as irregular expenditure in the financial statements. 

6. I could not obtain reasonable assurance on the completeness of the irregular expenditure, 
because procurement and tender documentation relating to R17 843 41 1 could not be 
obtained to confirm that the municipality had adhered to proper SCM processes. The 
weaknesses in the system for document control did not permit the application of alternative 
procedures. 

Trade and other receivables 

7. The valuation and existence of receivables from exchange transactions disclosed as 
R6 681 658 (201 0: R5 283 049) in note 17 to the financial statements could not be 
confirmed due to the following: 

® The impairment that was offset against the trade and other receivables amounted to 
R32 880 513 (2009-10: R25 495 992). The basis and underlying assumptions used in 
calculating the provision could not be provided. This also impacted the 2010-1 1 
contribution to the impairment of R7 384 522 (2009-10: R1 571 527) disclosed under 
expenditure. In addition, the individual debtors were not assessed for impairment as 
required by paragraph 37 of the International Financial Reporting Standard, IFRS 7 
Financial instruments: Disclosures. I could consequently not determine whether the 
provision for debt impairment was reasonable. 

• Application forms for indigent debtors were not submitted for audit purposes. 

® Affidavits as part of the supporting documentation for the application of indigent debtors 
were not certified and stamped by a commissioner of oaths. 

® Subsequent payments for receivables amounting to R6 444 170 (2010: R1 718 399) 
could not be traced. 

The entity’s records did not permit the use of alternative procedures. 

Revenue 

8. The completeness and accuracy of revenue disclosed as R85 654 036 (2010: 

R73 506 888) in notes 21 to 24 to the financial statements could not be confirmed, as a 
result of the following: 

e It could not be determined whether all money received by the municipality was 

recognised in the general ledger. This was mainly due to receipts not being sequentially 
numbered and the lack of a clear audit trail. Consequently, I was unable to obtain 
sufficient appropriate audit evidence to satisfy myself as to the completeness of revenue. 
The municipality’s accounting records did not permit the application of reasonable 
alternative audit procedures. 

e The completeness and accuracy of rental income amounting to R340 038 in respect of 
rental of facilities and equipment disclosed in the statement of financial performance 



could not be confirmed because the municipality does not have a register for rental of 
facilities and equipment. 

e Supporting documentation for other income amounting to R273 183 could not be 
provided for audit purposes. 

® Debit journals amounting to R5 080 664 and credit journals amounting to R5 1 08 057 
could not be substantiated with supporting documentation. The contra accounts of the 
journals could not be determined. 

The entity’s records did not permit the use of alternative procedures. 

Expenditure 

9. The accuracy, occurrence and classification of expenditure disclosed as R31 474 01 3 
(2010; R24 977 915) disclosed in the statement of financial performance could not be 
confirmed, due to the following: 

® Debit journals amounting to R5 441 885 and credit journals amounting to R20 771 775 
could not be substantiated with supporting documentation. The contra accounts of the 
journals could not be determined. 

® Expenditure batches amounting to R976 981 could not be provided for audit purposes. 

® The occurrence, completeness and accuracy of depreciation amounting to RIO 427 941 
(2010; R9 748 837) as disclosed in the statement of financial performance could not be 
confirmed due to the limitations experienced regarding the valuation of property, plant 
and equipment (refer to paragraph 4). The municipality's records did not permit the 
application of alternative procedures. 

The entity’s records did not permit the use of alternative procedures. 

Employee costs 

10. Sufficient appropriate audit evidence could not be obtained as to the occurrence, 
completeness and accuracy of employee-related costs amounting to R12 550 186 (2010: 
R12 051 948) as presented in the statement of financial performance and disclosed in note 
26 to the financial statements, This was as a result of employee-related cost not being 
supported by employment contracts and appointment letters. The municipality’s records did 
not permit the application of reasonable alternative procedures. 

Long-term liabilities 

1 1 . The valuation and completeness of long-term liabilities disclosed as R2 357 954 (201 0: 
R521 773) in note 2 to the financial statements could not be confirmed due to the following: 

e Leased assets were not capitalised in the asset register, resulting in the assets and 
lease liability being understated by an unknown amount. 

The entity’s records did not permit the use of alternative procedures. 

Value-added tax (VAT) 

12. I was unable to confirm the completeness, existence and valuation of and rights pertaining 
to VAT receivable amounting to R2 737 105 (2010; R2 746 952) as disclosed in note 10 to 
the financial statements as the movements In the VAT accounts could not be reconciled to 
the underlying records. The records of the municipality did not permit the application of 
alternative audit procedures. 



Fruitless and wasteful expenditure 

13. The completeness of fruitless and wasteful expenditure disclosed as R248 633 (2010: 

R176 089) in note 40.2 to the financial statements could not be confirmed as payments 
amounting to R8 036 were identified during the audit that were not included in the fruitless 
and wasteful expenditure disclosed in the financial statements. 

The entity’s records did not permit the performance of alternative procedures. 

Trade and other payables 

14. The completeness of trade and other payables disclosed as R3 625 492 (2010: 

R4 642 104) in note 8 to the financial statements could not be confirmed as creditors 
amounting to R455 076 (2010: R567 851) were not included in the payables at year-end. 

The entity’s records did not permit the use of alternative procedures. 

Provisions 

15. The valuation and completeness of provisions disclosed as R1 631 158(2010: R1 532 688) 
in note 4 and 7 to the financial statements could not be confirmed due to the following: 

e The municipality used three landfill sites, but provided for only one. Consequently, the 
provision in note 4 to the financial statements was understated. 

The entity’s records did not permit the use of alternative procedures. 

Operating lease asset 

16. The completeness and valuation of the operating lease asset disclosed as R78 323 (2010: 
R28 443) in note 20 to the financial statements could not be confirmed as an operating 
lease identified during the audit was not disclosed in the financial statements. 

Comparative figures 

17. International Standards on Auditing 710 on comparatives requires the auditor to modify the 
auditor’s report when the matters that gave rise to the prior period’s modification of the 
auditor’s report are still unresolved. 


18. Apart from the prior year figures already reported on in the paragraphs above, the prior 
year audit report contained the following 2009-10 qualification paragraphs that had not 
been resolved by 30 June 2011: 


Description 

Amount 

Inventory 

9 Inventory identified and not disclosed. 

Unknown 

Unspent conditional grants 

9 Inappropriate supporting documentation provided for audit 
purposes. 

9 Unspent conditional grants understated. 

R1 134 000 

R 100 000 

Employee benefits 

9 Accrued leave not always accurately calculated. 

9 Leave taken could not always be substantiated by approved leave 
forms or other supporting documentation. 

9 Leave taken was not always recorded in leave records. 

R2 285 125 









Disclaimer of opinion 

19. Because of the significance of the matters described in the basis for disclaimer of opinion 
paragraphs, ! have not been able to obtain sufficient appropriate audit evidence to provide 
a basis for an audit opinion. Accordingly, I do not express an opinion on these financial 
statements. 

Emphasis of matters 

20. I draw attention to the matters below. My opinion is not modified in respect of these 
matters: 

Restatement of corresponding figures 

21. As disclosed in notes 33 and 34 to the financial statements, the corresponding figures for 
30 June 2010 have been restated as a result of errors discovered during 2010-11 in the 
financial statements of the Siyancuma Local Municipality at, and for the year ended, 30 
June 2010. 

Unauthorised expenditure 

22. As disclosed in note 40.1 to the financial statements, the municipality incurred 
unauthorised expenditure amounting to R24 573 039 (2010: R21 852 680) during the 
financial year as a result of exceeding the adjusted budget. 

Material losses and impairments 

23. The municipality suffered a significant water loss of 22,78% (332 730 mega litres) with an 
estimated value of R505 749, and an electricity loss of 40,78% (1 1 281 375 kWh) with an 
estimated value of R3 361 849, during the year under review. 

24. The municipality reported a material impairment of R7 384 522 as a result of a debt 
Impairment of trade receivables from exchange transactions. 

Additional matters 

25. I draw attention to the matters below. My opinion is not modified in respect of these 
matters. 

Unaudited supplementary schedules 

26. The supplementary information set out in appendices A to F does not form part of the 
financial statements and is presented as additional information, i have not audited these 
schedules and, accordingly, I do not express an opinion thereon. 

Material inconsistencies in other information included in the annual report 

27. At the date of this audit report certain components of the annual report had not been 
received and as a result a conclusion is not drawn on the consistency between the financial 
statements and audit report, and other information included in the annual report. 

REPORT ON OTHER LEGAL AND REGULATORY REQUIREMENTS 

28. In accordance with the PAA and in terms of General Notice 1111 of 2010 issued in 
Government Gazette 33872 of 15 December 2010, I include below my findings on the 
annual performance report as set out on pages XX to XX and material non-compliance with 
laws and regulations applicable to the municipality. 

Predetermined objectives 

Presentation of information 



Non-compliance with regularity requirements 

29. I could not conduct the audit of performance against predetermined objectives as the 
municipality did not submit the annual performance report as required by section 46 of the 
Municipal Systems Act, 2000 (Act No. 32 of 2000) (MSA) and section 1 21 (3)(c) of the 
MFMA. 

Compliance with laws and regulations 

Strategic planning and performance management 

30. The accounting officer did not prepare a strategic plan for the forthcoming medium-term 
expenditure framework period as per the requirements of T reasury Reg uiation 5.1.1. 

31 . The accounting officer did not report on progress made in achieving measurable objectives 
and targets to the executive authority on a quarterly basis as required by Treasury 
Regulation 5.3.1. 

Budgets 

32. The municipality incurred expenditure in excess of the limits of the amounts provided for in 
the votes in the approved budget, in contravention of section 15 of the MFMA. 

33. Unforeseeable and unavoidable expenditure not provided for in the annual budget was 
incurred but was then not appropriated in an adjustment budget, as required by section 
29(2)(d) of the MFMA. 


Annual financial statements, performance report and annua) report 

34. The municipal council did not adopt an oversight report containing the council’s comments 
on the annual report within two months from the date on which the 2009-10 annual report 
was tabled in the council, as required by section 129(1) of the MFMA. 

35. The financial statements submitted for auditing were not prepared in all material respects in 
accordance with the requirements of section 122 of the MFMA. Material misstatements on 
revenue, expenditure provisions, trade and other payables, revenue and disclosure notes 
identified by the auditors were subsequently corrected, but the uncorrected material 
misstatements resulted in the financial statements receiving a modified audit opinion. 

36. The municipality has not reported performance against predetermined objectives, as 
required by section 46 of the MSA and section 121(3)(c) of the MFMA. 

Audit committee 

37. The audit committee did not function as required by section 1 66 of the MFMA, in that: 

e the audit committee did not advise the council, the political office bearers, the accounting 
officer and the management staff of the municipality on matters relating to internal 
financial control and internal audits, risk management, accounting policies, performance 
management, effective governance, compliance with applicable legislation and 
performance evaluation; 

® the audit committee did not review the annual financial statements: 

e the audit committee did not respond to the council on any issues raised by the Auditor- 
General in the audit report. 



38. The audit committee did not advise the council of the municipality on the adequacy, 
reiiability and accuracy of financial reporting and information as required by section 
166{2)(a)(iv) of the MFMA. 

39. The audit committee did not advise the municipal council, the political office bearers, the 
accounting officer and the management staff of the municipality on matters relating to 
compliance with the MFMA, DoRA and other applicable legislation, as required by section 
166(2){a) of the MFMA. 

40. The municipality did not appoint and budget for a performance audit committee, nor was 
another audit committee utilised as the performance audit committee, as required by 
Municipal Planning and Performance Management Regulation 14. 

Internal audit 

41. The municipality did not develop and implement mechanisms, systems and processes for 
auditing the results of performance measurement as part of its internal audit processes, as 
required by section 45(1 )(a) of the MSA and Municipal Planning and Performance 
Management Regulation 14. 

42. The internal audit processes and procedures did not include assessments of the extent to 
which the municipality’s performance measurements were reliable in measuring the 
performance of the municipality on key as well as general performance indicators, as 
required by Municipal Planning and Performance Management Regulation 14. 

43. The internal auditors of the municipality did not audit the performance measurements on a 
continuous basis and did not submit quarterly reports on their audits to the municipal 
manager and the performance audit committee, as required by Municipal Planning and 
Performance Management Regulation 14. 

Procurement and contract management 

44. Goods and services with a transaction value of between RIO 000 and R200 000 were 
procured without obtaining written price quotations from at least three different prospective 
providers, as per the requirements of SCM regulations 17(a) and (c). 

45. Goods and services of a transaction value above R200 000 were procured without inviting 
competitive bids, as per the requirements of SCM regulations 19(a) and 36(1). 

46. Sufficient appropriate audit evidence could not be obtained that bids were evaluated by bid 
evaluation committees on which officials from the departments requiring the goods or 
services and at least one SCM practitioner of the municipality served, as per the 
requirements of SCM regulation 28(2). 

47. Sufficient appropriate audit evidence could not be obtained that an adjudication committee 
constituted as per the requirements SCM regulation 29(2) made final awards and 
recommendation of awards to the accounting officer. 

48. Sufficient appropriate audit evidence could not be obtained that awards were made to 
providers whose tax matters had been declared by the South African Revenue Service to be 
in order, as required by SCM regulation 43. 

49. Awards were made to suppliers who did not submit a declaration on their employment by 
the state or their relationship to a person employed by the state, as per the requirements of 
SCM regulation 13(c). 

50. Sufficient appropriate audit evidence could not be obtained that the preference point system 
was applied in all procurement of goods and services above R30 000, as required by 



section 2(a) of the Preferential Procurement Policy Framework Act. 2000 (Act No. 5 of 2000) 
and SCM regulation 28(1)(a). 

51 . Sufficient appropriate audit evidence could not be obtained that awards were made to 
suppliers based on preference points that were allocated and calculated in accordance with 
the requirements of the Preferential Procurement Policy Framework Act and its regulations. 

52. Sufficient appropriate audit evidence could not be obtained that awards were made to 
suppliers that scored the highest points in the evaluation process, as per the requirements 
of section 2(1 )(f) of the Preferential Procurement Policy Framework Act. 

53. The performance of contractors or providers was not monitored on a monthly basis, as 
required by section 116(2)(b) of the MFMA. 

54. Sufficient appropriate audit evidence could not be obtained that contracts and quotations to 
the value of R20 169 480 were procured in accordance with legislative requirements and the 
SCM policy. 

Expenditure management 

55. Money owing by the municipality was not always paid within 30 days of receiving an invoice, 
as required by section 65(2)(e) of the MFMA. 

56. The accounting officer did not take all reasonable steps to ensure that the municipality had 
and maintained an effective system of expenditure control, including procedures for the 
approval, authorisation, withdrawal and payment of funds, as required by section 65(2)(a) of 
the MFMA. 

57. The accounting officer did not take all reasonable steps to ensure that the municipality had 
and maintained a management, accounting and information system which recognised 
expenditure when it was incurred and accounted for creditors of the municipality, as required 
by section 65(2)(b) of the MFMA. 

58. The accounting officer did not take reasonable steps to prevent unauthorised expenditure, 
Irregular expenditure and fruitless and wasteful expenditure, as required by section 62(1)(d) 
of the MFMA. 

Revenue management 

59. The accounting officer did not take all reasonable steps to ensure that the municipality had 
and maintained a management, accounting and information system which recognised 
revenue when it is earned, as required by section 64(2)(e) of the MFMA. 

60. A credit control and debt collection policy was not implemented, as required by section 96(b) 
of the MSA. 

61 . The accounting officer did not take effective steps to collect all money due to the 
municipality, as required in terms of section 64(2)(a) of the MFMA. 

62. The accounting officer did not Implement an effective revenue collection system consistent 
with the requirements of section 95 of the MSA and the municipality’s credit control and debt 
collection policy. 

63. Contrary to section 32(1 )(b) of the Local Government Municipal Property Rates Act, 2004 
(Act No. 6 of 2004), the valuation of properties in the municipal area has not been revalued 
in the past four years. 



Asset management 

64. The accounting officer did not ensure that a proper control system existed for assets to 
eliminate theft, losses, wastage and misuse, as per the requirements of Treasury Regulation 
10 . 1 . 

65. The accounting officer did not take all reasonable steps to ensure that the municipality had 
and maintained an effective system of internal control for assets, as required by section 
63(2)(c) of the MFMA. 

INTERNAL CONTROL 

66. In accordance with the PAA and in terms of General Notice 1111 of 2010 issued in 
Government Gazette 33872 of 15 December 2010 , 1 considered internal control relevant to 
my audit, but not for the purpose of expressing an opinion on the effectiveness of internal 
control. The matters reported below are limited to the significant deficiencies that resulted in 
the basis for the disclaimer of opinion, the findings on the annual performance report and 
the findings on compliance with laws and regulations included in this report. 

Leadership 

67. The council did not exercise specific oversight responsibility over financial and performance 
reporting, compliance with laws and regulations as well as internal control. The action plans 
compiled to address the previous year’s audit findings were not monitored and reviewed to 
determine whether the reported progress on the plans related to actual improvements. 

68. The accounting officer did not evaluate whether management had implemented effective 
internal controls by gaining an understanding of how senior management met its 
responsibilities in terms of preparing bank reconciliations, maintaining the asset register 
and preparing annual financial statements. 

69. Exception reports were not developed and utilised on a monthly basis to ensure the 
completeness, existence and accuracy of transactions within the areas where high volumes 
of transactions were processed, such as revenue, receivables, salaries and wages. 

70. The leadership did not adequately monitor the municipality's compliance with laws, 
regulations and internally designed policies and procedures, as management mainly 
focused on the establishment and strengthening of the internal control environment. As a 
result, material non-compliance issues were noted. 

Financial and performance management 

7 1 . The different directorates within the municipality did not take collective responsibility for the 
disclosures within the financial statements, performance reporting and compliance with 
laws and regulations. The control environments relating to financial and performance 
reporting did not reside within the budget and treasury office or the integrated development 
plan unit, but with every directorate within the municipality. 

72. The financial statements and other information to be included in the annual report were not 
adequately reviewed for completeness and accuracy prior to submission for auditing. The 
financial statements were subject to material corrections resulting from the audit, which can 
be attributed to the lack of a risk assessment, weaknesses in the design and 
implementation of internal control in respect of financial management and financial 
reporting, and weaknesses in the information systems. This also resulted in the prior year’s 
audit findings not being substantially addressed in certain instances. 

73. The municipality did not prepare quarterly interim financial statements to identify and rectify 
any financial statement errors early on. The chief financial officer and the municipal 



manager should review the financial statements for completeness and accuracy, and 
submit them to the internal audit unit for review. 

74. The municipal council did not write off debtors confirmed to be non-recoverable, resulting in 
a qualification on the existence and valuation of debtors. 

75. The municipality did not review and monitor compliance with applicable laws and 
regulations. The municipality did not have a delegated employee who had been trained and 
had the necessary technical skills to address and monitor new legislative changes affecting 
the municipality. 

76. Record management and maintenance disciplines were not included in the daily key 
controls, and reviewed and monitored by a management member at the appropriate level. 

Governance 

77. Management did not ensure that there was an adequately resourced and functioning 
internal audit unit that identified internal control deficiencies and recommended corrective 
action effectively. 

78. Management did not ensure that the audit committee promoted accountability and service 
delivery through evaluating and monitoring responses to risks and providing oversight of the 
effectiveness of the internal control environment, including financial and performance 
reporting and compliance with laws and regulations. 

79. The accounting officer of the municipality did not ensure that a financial and risk unit had 
been established. The municipality did not identify risks relating to the achievement of 
financial and performance reporting objectives. Consequently, controls were not developed 
to prevent, detect and correct material misstatements in financial reporting and reporting on 
predetermined objectives. 



Kimberley 



3 February 2011 



AUDITOR-GENERAL 
SOUTH AFRICA 


AucJiiing lo build public confidence 



